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Omnibus Statement on Auditing
Standards — 1983
Substantive Tests Prior to the Balance-Sheet Date
(Supersedes Statement on Auditing Standards No. 1, AICPA, Professional
Standards, vol. 1, AU sec. 310.05-.09.)*

1. This amendment provides additional guidance on the auditor’s
considerations before applying substantive tests to the details of asset
or liability accounts at interim dates, including the relationship be
tween internal accounting control and such tests. It also provides
guidance on extending the audit conclusions from such tests to the
balance-sheet date.

*This Statement amends SAS No. 39, Audit Sampling, by substituting the term “audit
risk” for “ultimate risk,” and also amends SAS No. 1, section 310, by changing the title
of that section to “Relationship Between the Auditor’s Appointment and Planning,”
deleting the last three sentences of section 310.03, and replacing section 310.02 with
the following:
Aspects of supervising assistants are discussed in section 210, “Training and
Proficiency of the Independent Auditor,” and SAS No. 22, Planning and Supervi
sion. Aspects of planning the field work and the timing of auditing procedures are
discussed in SAS No. 22 and SAS No. 45, Omnibus Statement on Auditing
Standards — 1983.
Note: In this Statement, superseding paragraphs are introduced by a dual reference
indicating their location in both the individual SASs and AICPA, Professional Stan
dards, vol. 1 (Commerce Clearing House).
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Statement on Auditing Standards

1. This Statement provides guidance for audits of financial statements concerning —
a. Factors to be considered before applying principal substantive tests
to the details of particular asset or liability accounts as of a date
(interim date) that is prior to the balance-sheet date.
b. Auditing procedures to provide a reasonable basis for extending
from an interim date to the balance-sheet date (remaining period)
the audit conclusions from such principal substantive tests.
c. Coordinating the timing of auditing procedures.
Guidance concerning the timing of compliance tests is provided in SAS
No. 1, section 320.65 (as renumbered by SAS No. 43, Omnibus Statement on Auditing Standards).
2. Audit testing at interim dates may permit early consideration of
significant matters affecting the year-end financial statements (for example, related party transactions, changed conditions, recent accounting
pronouncements, and financial statement items likely to require adjustment). In addition, much of the audit planning, the study and evaluation
of internal accounting control, and the application of substantive tests to
transactions can be conducted prior to the balance-sheet date.
3. Applying principal substantive tests to the details of an asset or
liability account as of an interim date rather than as of the balance-sheet
date potentially increases the risk that errors that may exist at the
balance-sheet date will not be detected by the auditor. The potential for
such increased audit risk tends to become greater as the remaining
period is lengthened. This potential incremental audit risk can be
controlled, however, if the substantive tests to cover the remaining
period can be designed in a way that will provide a reasonable basis for
extending to the balance-sheet date the audit conclusions from the tests
of details at the interim date.
1

Factors to Be Considered Before Applying Principal Substantive Tests to
the Details of Balance-Sheet Accounts at Interim Dates

4. Before applying principal substantive tests to the details of asset or
liability accounts at an interim date, the auditor should assess the
difficulty in controlling the incremental audit risk. Paragraphs 5 through
7 discuss considerations that affect that assessment. In addition, the
auditor should consider the cost of the substantive tests that are neces-

1

Substantive tests such as the following can be applied to transactions through any selected
date(s) prior to the balance-sheet date and completed as part of the year-end procedures:
(1) tests of details of the additions to and reductions of accounts such as property,
investments, and debt and equity capital; (2) tests of details of transactions affecting
income and expense accounts; (3) tests of accounts that are not to be audited by testing the
details of items composing the balance (for example, warranty reserves, clearing accounts, certain deferred charges); and (4) analytical review procedures applied to income
and expense accounts.
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sary to cover the remaining period in a way that will provide the
appropriate audit assurance at the balance-sheet date. Applying principal substantive tests to the details of asset and liability accounts at an
interim date may not be cost-effective if substantive tests to cover the
remaining period cannot be restricted due to reliance on internal accounting controls.
5. Reliance on internal accounting controls is not required in order to
have a reasonable basis for extending audit conclusions from an interim
date to the balance-sheet date; however, if the auditor does not intend to
rely on internal accounting controls during the remaining period, he
should consider whether the effectiveness of certain of the substantive
tests to cover that period will be impaired. For example, suitable
controls may be lacking over the internal documents that provide indications of transactions that have been executed. Substantive tests that are
based on such documents and relate to the completeness assertion for
the remaining period may be ineffective because the documents may be
incomplete. Likewise, substantive tests covering the remaining period
that relate to the existence assertion at the balance-sheet date may be
ineffective if suitable controls over the custody and physical movement
of assets are not present. In both of the above examples, if the auditor
concludes that the effectiveness of such substantive tests would be
impaired, additional assurance should be sought or the accounts should
be examined as of the balance-sheet date.
6. The auditor should consider whether there are rapidly changing
business conditions or circumstances that might predispose management to misstate financial statements in the remaining period. If such
conditions or circumstances are present, the auditor might conclude
that the substantive tests to cover the remaining period would not be
effective in controlling the incremental audit risk associated with them.
In those situations, the asset and liability accounts affected should
ordinarily be examined as of the balance-sheet date.
7. The auditor should consider whether the year-end balances of the
particular asset or liability accounts that might be selected for interim
examination are reasonably predictable with respect to amount, relative
significance, and composition. He should also consider whether the
entity's proposed procedures for analyzing and adjusting such accounts
at interim dates and for establishing proper accounting cutoffs are
appropriate. In addition, the auditor should consider whether the accounting system will provide information concerning the balances at the
balance-sheet date and the transactions in the remaining period that is
sufficient to permit investigation of (a) significant unusual transactions
or entries (including those at or near year-end); (b) other causes of
significant fluctuations, or expected fluctuations that did not occur; and
2
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See paragraphs 9 and 10 of SAS No. 16, The Independent
Detection of Errors or
Irregularities.

Auditor's Responsibility

for the

3
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(c) changes in the composition of the account balances. If the auditor
concludes that evidential matter related to the above would not be
sufficient for purposes of controlling audit risk, the account should be
examined as of the balance-sheet date.
Extending Audit Conclusions to the Balance-Sheet Date

8. Substantive tests should be designed to cover the remaining period in such a way that the assurance from those tests and the substantive
tests applied to the details of the balance as of an interim date, and any
audit assurance provided from reliance on internal accounting controls,
achieve the audit objectives at the balance-sheet date. Such tests ordinarily should include (a) comparison of information concerning the
balance at the balance-sheet date with the comparable information at
the interim date to identify amounts that appear unusual and investigation of any such amounts and (b) other analytical review procedures or
substantive tests of details, or a combination of both, to provide a
reasonable basis for extending to the balance-sheet date the audit conclusions relative to the assertions tested directly or indirectly at the
interim date.
9. If errors are detected in account balances at interim dates, the
auditor may be required to modify the planned nature, timing, or extent
of the substantive tests covering the remaining period that relate to such
accounts or to reperform certain auditing procedures at the balancesheet date. The assessment of possible error as of the balance-sheet date
should be based on the auditor's judgment of the state of the particular
account(s) as of that date, after considering (a) the possible implications
of the nature and cause of the errors detected at the interim date, (b) the
possible relationship to other phases of the audit, (c) the corrections
subsequently recorded by the entity, and (d) the results of auditing
procedures covering the remaining period (including those that are
responsive to the particular possibilities for error). For example, the
auditor might conclude that the estimate of unrecorded credit memos at
an interim date is representative of such errors at the balance-sheet
date, based on substantive tests covering the remaining period. On the
other hand, the assessment of the possible effects at the balance-sheet
date of other types of cutoff errors at an interim date might be based on
the results of reperforming substantive tests of the cutoff.
3

3

Factors to be considered in determining the relative mix of tests of details and analytical
review procedures include (1) the nature of the transactions and balances in relation to the
assertions involved, (2) the availability of historical data or other criteria for use in
analytical review procedures, and (3) the availability of records required for effective tests
of details and the nature of the tests to which they are susceptible.
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5

Coordinating the Timing of Auditing Procedures

10. The timing of auditing procedures also involves consideration of
whether related auditing procedures are properly coordinated. This
includes, for example —
a. Coordinating the auditing procedures applied to related party
transactions and balances.
b. Coordinating the testing of interrelated accounts and accounting
cutoffs.
c. Maintaining temporary audit control over assets that are readily
negotiable and simultaneously testing such assets and cash on hand
and in banks, bank loans, and other related items.
Decisions about coordinating related auditing procedures should be
made in the light of the degree of reliance, if any, placed on internal
accounting controls in a particular situation and of the particular auditing procedures that could be applied, either for the remaining period or
at year-end, or both.
4
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See SAS No. 45, Omnibus
number two.
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— 1983, amendment

Related Parties
(Supersedes Statement on Auditing Standards No. 6, AICPA, Professional

Standards, vol. 1, AU sec. 335.01-.19)*
2. This amendment supersedes Statement on Auditing Standards
No. 6, Related Party Transactions, by removing guidance on accounting considerations and disclosure standards now provided in FASB
Statement of Financial Accounting Standards No. 57, Related Party
Disclosures, issued in March 1982, and by making other related
changes, such as revising the discussion in certain paragraphs to include quotations from the FASB Statement and appropriately renumbering the paragraphs and footnotes of SAS No. 6. The nature and
extent of the auditor's responsibilities and procedures remain unchanged.

*This Statement also withdraws the following auditing interpretations dated March

1976 (AICPA, Professional Standards, vol. 1, AU sec. 9335.01-.11):
• Evaluating the Adequacy of Disclosure of Related Party Transactions
• Disclosure of Commonly Controlled Parties
• Definition of "Immediate Family"
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1. This Statement provides guidance on procedures that should be
considered by the auditor when he is performing an examination of
financial statements in accordance with generally accepted auditing
standards to identify related party relationships and transactions and to
satisfy himself concerning the required financial statement accounting
and disclosure. The procedures set forth in this Statement should not
be considered all-inclusive. Also, not all of them may be required in
every examination.
1

Accounting Considerations

2. FASB Statement No. 57, Related Party Disclosures, gives the
requirements for related party disclosures. Certain accounting pronouncements prescribe the accounting treatment when related parties
are involved; however, established accounting principles ordinarily do
not require transactions with related parties to be accounted for on a
basis different from that which would be appropriate if the parties were
not related. The auditor should view related party transactions within
the framework of existing pronouncements, placing primary emphasis
on the adequacy of disclosure. In addition, the auditor should be aware
that the substance of a particular transaction could be significantly
different from its form and that financial statements should recognize
the substance of particular transactions rather than merely their legal
form.
2

1

2

Financial Accounting Standards Board Statement No. 57, Related Party
Disclosures,
paragraphs 2 through 4, contains the disclosure requirements for related party relationships and transactions. The glossary of that Statement defines related parties as follows:
Affiliates of the enterprise; entities for which investments are accounted for by the
equity method by the enterprise; trusts for the benefit of employees, such as pension
and profit-sharing trusts that are managed by or under the trusteeship of management;
principal owners of the enterprise; its management; members of the immediate
families of principal owners of the enterprise and its management; and other parties
with which the enterprise may deal if one party controls or can significantly influence
the management or operating policies of the other to an extent that one of the
transacting parties might be prevented from fully pursuing its own separate interests.
Another party also is a related party if it can significantly influence the management or
operating policies of the transacting parties or if it has an ownership interest in one of
the transacting parties and can significantly influence the other to an extent that one or
more of the transacting parties might be prevented from fully pursuing its own separate
interests.
The glossary also gives definitions of the terms "affiliate," "control," "immediate family,"
"management," and "principal owners." Paragraph 1 of the FASB Statement gives examples of related party transactions.
A c c o u n t i n g Principles Board Statement No. 4, paragraph 35, states, "Although financial
accounting is concerned with both the legal and economic effects of transactions and other
events and many of its conventions are based on legal rules, the economic substance of
transactions and other events are usually emphasized when economic substance differs
from legal form." Other pronouncements specify criteria for determining, presenting,
and accounting for the substance of certain transactions and events. Examples include (1)
presenting consolidated financial statements instead of separate statements of the compo-
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3. Transactions that because of their nature may be indicative of the
existence of related parties include —
a. Borrowing or lending on an interest-free basis or at a rate of interest
significantly above or below market rates prevailing at the time of
the transaction.
b. Selling real estate at a price that differs significantly from its appraised value.
c. Exchanging property for similar property in a nonmonetary transaction.
d. Making loans with no scheduled terms for when or how the funds
will be repaid.
3

Audit Procedures

4. An examination made in accordance with generally accepted auditing standards cannot be expected to provide assurance that all related
party transactions will be discovered. Nevertheless, during the course
of his examination, the auditor should be aware of the possible existence
of material related party transactions that could affect the financial
statements and of common ownership or management control relationships for which FASB Statement No. 57 requires disclosure even though
there are no transactions. Many of the procedures outlined in the
following paragraphs are normally performed in an examination in
accordance with generally accepted auditing standards, even if the
auditor has no reason to suspect that related party transactions or control
relationships exist. Other audit procedures set forth in this Statement
are specifically directed to related party transactions.
5. In determining the scope of work to be performed with respect to
possible transactions with related parties, the auditor should obtain an
understanding of management responsibilities and the relationship of
each component to the total entity. He should consider internal accounting controls over management activities, and he should consider the
business purpose served by the various components of the entity. Normally, the business structure and style of operating are based on the
abilities of management, tax and legal considerations, product diversification, and geographical location. Experience has shown, however, that
business structure and operating style are occasionally deliberately
designed to obscure related party transactions.

3

nent legal entities (Accounting Research Bulletin No. 51); (2) capitalizing leases (FASB
Statement No. 13); and (3) imputing an appropriate interest rate when the face amount of
a note does not reasonably represent the present value of the consideration given or
received in exchange for it (Accounting Principles Board Opinion No. 21).
FASB Statement No. 57, paragraph 1, gives other examples of common types of transactions with related parties, and it states that "transactions between related parties are
considered to be related party transactions even though they may not be given accounting
recognition."

7
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6. In the absence of evidence to the contrary, transactions with
related parties should not be assumed to be outside the ordinary course
of business. The auditor should, however, be aware of the possibility
that transactions with related parties may have been motivated solely, or
in large measure, by conditions similar to the following:
a. Lack of sufficient working capital or credit to continue the business
b. An urgent desire for a continued favorable earnings record in the
hope of supporting the price of the company's stock
c. An overly optimistic earnings forecast
d. Dependence on a single or relatively few products, customers, or
transactions for the continuing success of the venture
e. A declining industry characterized by a large number of business
failures
f. Excess capacity
g. Significant litigation, especially litigation between stockholders and
management
h. Significant obsolescence dangers because the company is in a hightechnology industry
Determining the Existence of Related Parties

7. The auditor should place emphasis on auditing material transactions with parties he knows are related to the reporting entity. Certain
relationships, such as parent-subsidiary or investor-investee, may be
clearly evident. Determining the existence of others requires the application of specific audit procedures, which may include the following:
a. Evaluate the company's procedures for identifying and properly
accounting for related party transactions.
b. Request from appropriate management personnel the names of all
related parties and inquire whether there were any transactions
with these parties during the period.
c. Review filings by the reporting entity with the Securities and
Exchange Commission and other regulatory agencies for the names
of related parties and for other businesses in which officers and
directors occupy directorship or management positions.
d. Determine the names of all pension and other trusts established for
the benefit of employees and the names of their officers and trustees.
e. Review stockholder listings of closely held companies to identify
principal stockholders.
4

4

According to FASB Statement No. 57, paragraph 24(f), "trusts for the benefit of employees, such as pension and profit-sharing trusts that are managed by or under the trusteeship of management," are related parties.
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f.
g.

h.

Review prior years' working papers for the names of known related
parties.
Inquire of predecessor, principal, or other auditors of related entities concerning their knowledge of existing relationships and the
extent of management involvement in material transactions.
Review material investment transactions during the period under
examination to determine whether the nature and extent of investments during the period create related parties.

Identifying Transactions With Related Parties

8. The following procedures are intended to provide guidance for
identifying material transactions with parties known to be related and
for identifying material transactions that may be indicative of the existence of previously undetermined relationships:
a. Provide audit personnel performing segments of the examination or
examining and reporting separately on the accounts of related components of the reporting entity with the names of known related
parties so that they may become aware of transactions with such
parties during their examinations.
b. Review the minutes of meetings of the board of directors and
executive or operating committees for information about material
transactions authorized or discussed at their meetings.
c. Review proxy and other material filed with the Securities and
Exchange Commission and comparable data filed with other regulatory agencies for information about material transactions with related parties.
d. Review conflict-of-interests statements obtained by the company
from its management.
e. Review the extent and nature of business transacted with major
customers, suppliers, borrowers, and lenders for indications of
previously undisclosed relationships.
f. Consider whether transactions are occurring, but are not being
given accounting recognition, such as receiving or providing accounting, management or other services at no charge or a major
stockholder absorbing corporate expenses.
g. Review accounting records for large, unusual, or nonrecurring
transactions or balances, paying particular attention to transactions
recognized at or near the end of the reporting period.
h. Review confirmations of compensating balance arrangements for
indications that balances are or were maintained for or by related
parties.
5

5

Conflict-of-interests statements are intended to provide the board of directors with
information about the existence or nonexistence of relationships between the reporting
persons and parties with whom the company transacts business.

9

10
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i.

j.

Review invoices from law firms that have performed regular or
special services for the company for indications of the existence of
related parties or related party transactions.
Review confirmations of loans receivable and payable for indications of guarantees. When guarantees are indicated, determine
their nature and the relationships, if any, of the guarantors to the
reporting entity.

Examining Identified Related Party Transactions

9. After identifying related party transactions, the auditor should
apply the procedures he considers necessary to obtain satisfaction concerning the purpose, nature, and extent of these transactions and their
effect on the financial statements. The procedures should be directed
toward obtaining and evaluating sufficient competent evidential matter
and should extend beyond inquiry of management. Procedures that
should be considered include the following:
a. Obtain an understanding of the business purpose of the transaction.
b. Examine invoices, executed copies of agreements, contracts, and
other pertinent documents, such as receiving reports and shipping
documents.
c. Determine whether the transaction has been approved by the
board of directors or other appropriate officials.
d. Test for reasonableness the compilation of amounts to be disclosed,
or considered for disclosure, in the financial statements.
e. Arrange for the audits of intercompany account balances to be
performed as of concurrent dates, even if the fiscal years differ, and
for the examination of specified, important, and representative
related party transactions by the auditors for each of the parties,
with appropriate exchange of relevant information.
f. Inspect or confirm and obtain satisfaction concerning the transferability and value of collateral.
10. When necessary to fully understand a particular transaction, the
following procedures, which might not otherwise be deemed necessary
to comply with generally accepted auditing standards, should be considered.
a. Confirm transaction amount and terms, including guarantees and
other significant data, with the other party or parties to the transaction.
6

7

6

7

Until the auditor understands the business sense of material transactions, he cannot
complete his examination. If he lacks sufficient specialized knowledge to understand a
particular transaction, he should consult with persons who do have the requisite knowledge.
Arrangements for certain procedures should be made or approved in advance by appropriate client officials.
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b.
c.

d.

e.

Inspect evidence in possession of the other party or parties to the
transaction.
Confirm or discuss significant information with intermediaries,
such as banks, guarantors, agents, or attorneys, to obtain a better
understanding of the transaction.
Refer to financial publications, trade journals, credit agencies, and
other information sources when there is reason to believe that
unfamiliar customers, suppliers, or other business enterprises with
which material amounts of business have been transacted may lack
substance.
With respect to material uncollected balances, guarantees, and
other obligations, obtain information about the financial capability
of the other party or parties to the transaction. Such information
may be obtained from audited financial statements, unaudited financial statements, income tax returns, and reports issued by regulatory agencies, taxing authorities, financial publications, or credit
agencies. The auditor should decide on the degree of assurance
required and the extent to which available information provides
such assurance.

Disclosure

11. For each material related party transaction (or aggregation of
similar transactions) or common ownership or management control
relationship for which FASB Statement No. 57 requires disclosure, the
auditor should consider whether he has obtained sufficient competent
evidential matter to understand the relationship of the parties and, for
related party transactions, the effects of the transaction on the financial
statements. He should evaluate all the information available to him
concerning the related party transaction or control relationship and
satisfy himself on the basis of his professional judgment that it is adequately disclosed in the financial statements.
12. Except for routine transactions, it will generally not be possible to
determine whether a particular transaction would have taken place if the
parties had not been related, or assuming it would have taken place,
what the terms and manner of settlement would have been. Accordingly, it is difficult to substantiate representations that a transaction was
consummated on terms equivalent to those that prevail in arm's-length
transactions. If such a representation is included in the financial statements and the auditor believes that the representation is unsubstanti8

9

8

9

T h e disclosure standards are contained in FASB Statement No. 57, paragraphs 2 through
4. Also, see SAS No. 32, Adequacy of Disclosure in Financial Statements.
FASB Statement No. 57, paragraph 3, states that if representations are made about
transactions with related parties, the representations "shall not imply that the related
party transactions were consummated on terms equivalent to those that prevail in arm'slength transactions unless such representations can be substantiated."

11
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ated by management, he should express a qualified or adverse opinion
because of a departure from generally accepted accounting principles,
depending on materiality (see SAS No. 2, paragraphs 15 and 16).

Supplementary Oil and Gas Reserve Information
(Supersedes Statement on Auditing Standards No. 33, AICPA, Professional

Standards, vol. 1, AU sec. 555.01-.06.)
3. This amendment consists of technical revisions to SAS No. 33,
Supplementary
Oil and Gas Reserve Information,
to respond to
changes in supplementary disclosure requirements specified by FASB
Statement No. 69, Disclosures about Oil and Gas Producing Activities, issued in November 1982. It amends references to specific disclosure items to b e consistent with the requirements of FASB Statement
No. 69, but the nature and extent of the auditor's responsibilities and
procedures with regard to the supplementary disclosures have not
been changed.
(This Statement should be read and applied in conjunction with SAS No.
27, Supplementary Information Required by the Financial Accounting
Standards Board.)
1. FASB Statement No. 69, Disclosures about Oil and Gas Producing Activities, an amendment of FASB Statements 19, 25, 33, and 39,
requires publicly traded entities that have significant oil and gas producing activities to include, with complete sets of annual financial statements, disclosures of proved oil and gas reserve quantities, changes in
reserve quantities, a standardized measure of discounted future net cash
flows relating to reserve quantities, and changes in the standardized
measure. In documents filed with the Securities and Exchange Commission (SEC), Regulation S-K requires that the disclosures related to
annual periods be presented for each annual period for which an income
statement is required and the disclosures as of the end of an annual
period be presented as of the date of each audited balance sheet required. These disclosures are considered to be supplementary information and may be presented outside the basic financial statements. The
provisions of both SAS No. 27 and this Statement apply to such disclosures.
2. Estimating oil and gas reserves is a complex process requiring the
knowledge and experience of a reservoir engineer. In general, the
quality of the estimate of proved reserves for an individual reservoir
depends on the availability, completeness, and accuracy of data needed
to develop the estimate and on the experience and judgment of the
reservoir engineer. Estimates of proved reserves inevitably change over
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T3

time as additional data become available and are taken into account. The
magnitude of changes in these estimates is often substantial. Because oil
and gas reserve estimates are more imprecise than most estimates that
are made in preparing financial statements, entities are encouraged to
explain the imprecise nature of such reserve estimates.
3. In applying the procedures specified in SAS No. 27, the auditor's
inquiries should be directed to management's understanding of the
specific requirements for disclosure of the supplementary oil and gas
reserve information, including—
a. The factors considered in determining the reserve quantity information to be reported, such as including in the information (1)
quantities of all domestic and foreign proved oil and gas reserves
owned by the entity net of interests of others, (2) reserves attributable to consolidated subsidiaries, (3) a proportionate share of reserves of investees that are proportionately consolidated, and (4)
reserves relating to royalty interests owned.
b. The separate disclosure of items such as (1) the entity's share of oil
and gas produced from royalty interests for which reserve quantity
information is unavailable, (2) reserves subject to long-term agreements with governments or authorities in which the entity participates in the operation or otherwise serves as producer, (3) the
entity's proportional interest in reserves of investees accounted for
by the equity method, (4) subsequent events, important economic
factors, or significant uncertainties affecting particular components
of the reserve quantity information, (5) whether the entity's reserves are located entirely within its home country, and (6) whether
certain named governments restrict the disclosure of reserves or
require that the reserve estimates include reserves other than
proved.
c. The factors considered in determining the standardized measure of
discounted future net cash flows to be reported.
4. In addition, the auditor should also—
a. Inquire about whether the person who estimated the entity's reserve quantity information has appropriate qualifications.
1

1

For example, the Society of Petroleum Engineers has prepared "Standards Pertaining to
the Estimating and Auditing of Oil and Gas Reserve Information," which indicate that a
reserve estimator would normally be considered to be qualified if he or she (1) has a
minimum of three years' practical experience in petroleum engineering or petroleum
production geology, with at least one year of such experience being in the estimation and
evaluation of reserve information; and (2) either (a) has obtained, from a college or
university of recognized stature, a bachelor's or advanced degree in petroleum engineering, geology, or other discipline of engineering or physical science or (b) has received, and
is maintaining in good standing, a registered or certified professional engineer's license or
a registered or certified professional geologist's license, or the equivalent thereof, from an
appropriate governmental authority or professional organization.

14
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b.

Compare the entity's recent production with its reserve estimates
for properties that have significant production or significant reserve
quantities and inquire about disproportionate ratios.
c. Compare the entity's reserve quantity information with the corresponding information used for depletion and amortization, and
make inquiries when differences exist.
d. Inquire about the calculation of the standardized measure of discounted future net cash flows. These inquiries might include matters such as whether—
i.
The prices used to develop future cash inflows from estimated production of the proved reserves are based on prices
received at the end of the entity's fiscal year, and whether the
calculation of future cash inflows appropriately reflects the
terms of sales contracts and applicable governmental laws
and regulations.
ii.
The entity's estimate of the nature and timing of future
development of the proved reserves and the future rates of
production are consistent with available development plans.
iii.
The entity's estimates of future development and production
costs are based on year-end costs and assumed continuation
of existing economic conditions.
iv.
Future income tax expenses have been computed using the
appropriate year-end statutory tax rates, with consideration
of future tax rates already legislated, after giving effect to the
tax basis of the properties involved, permanent differences,
and tax credits and allowances.
v.
The future net cash flows have been appropriately discounted.
vi.
With respect to full cost companies, the estimated future
development costs are consistent with the corresponding
amounts used for depletion and amortization purposes.
vii.
With respect to the disclosure of changes in the standardized
measure of discounted future net cash flows, the entity has
computed and presented the sources of the changes in conformity with the requirements of FASB Statement No. 69.
e. Inquire about whether the methods and bases for estimating the
entity's reserve information are documented and whether the information is current.
5. If the auditor believes that the information may not be presented
within the applicable guidelines, SAS No. 27 indicates that he ordinarily
should make additional inquiries. However, because of the nature of
estimates of oil and gas reserve information, the auditor may not be in a
position to evaluate the responses to such additional inquiries and, thus,
will need to report this limitation on the procedures prescribed by
professional standards. The following is an example that illustrates
reporting on oil and gas reserve information in that event.
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The oil and gas reserve information is not a required part of the basic
financial statements, and we did not audit and do not express an
opinion on such information. However, we have applied certain
limited procedures prescribed by professional standards that raised
doubts that we were unable to resolve regarding whether material
modifications should be made to the information for it to conform with
guidelines established by the Financial Accounting Standards Board.
[The auditor should consider including in his report the reason(s) why
he was unable to resolve his doubts. For example, the auditor may
wish to state that the information was estimated by a person lacking
appropriate qualifications.]

Effective Date
4. The amendments in this Statement are effective for examinations
of financial statements for periods ended after September 30, 1983.
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Amendments in this Statement regarding "Related Parties" and "Supplementary Oil and Gas Reserve Information" were adopted unanimously by the
fifteen members of the board.
The amendment regarding "Substantive Tests Prior to the Balance-Sheet
Date" was adopted by the assenting votes of twelve members of the board.
Messrs. Bixby, Roost, and Sullivan dissented.
Messrs. Bixby, Roost, and Sullivan dissent to the issuance of this amendment because, in their view, it does not establish a standard that is different
from SAS No. 1, section 310.05-.09, but merely provides additional procedural guidance for the auditor to follow in the event he decides to apply
substantive tests at an interim date. In their judgment, providing that procedural guidance in a Statement on Auditing Standards, particularly absent
identified practice problems, is neither necessary nor warranted.
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Note: Statements on Auditing Standards are issued by the Auditing Standards
Board,
the senior technical body of the Institute designated to issue pronouncements
on
auditing matters. Rule 202 of the Institute's Code of Professional Ethics
requires
adherence to the applicable generally accepted auditing standards promulgated by the
Institute. It recognizes Statements on Auditing Standards as interpretations
of generally accepted auditing standards and requires that members be prepared to justify
departures from such Statements.
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